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NOTE 
This Statement of Position presents the recommendations of the AICPA 
Insurance Companies Committee regarding the application of generally 
accepted auditing standards to audits of financial statements of insurance 
enterprises. Members of the AICPA Auditing Standards Board have found the 
recommendations in this Statement of Position to be consistent with existing 
standards covered by rule 202 of the AICPA Code of Professional Conduct. 
AICPA members should be prepared to justify departures from the recommen-
dations in this Statement of Position. 
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SUMMARY 
This Statement of Position (SOP) addresses auditors considerations in 
reporting on statutory financial statements of insurance enterprises. The 
SOP— 
• Supersedes SOP 90-10, Reports on Audited Financial Statements of 
Property and Liability Insurance Companies. 
• Discusses matters auditors should include in their reports when issuing 
limited or general distribution reports on statutory financial statements. 
• Discusses matters auditors should evaluate when considering issuing 
limited distribution reports on statutory financial statements. 
• Discusses auditors reporting on the statutory financial statements of 
mutual life insurance enterprises. 
This SOP amends chapter 9, "Auditors Reports," of the AICPA Audit and 
Accounting Guide Audits of Property and Liability Insurance Companies, 
and chapter 11, "Auditors' Reports," of the AICPA Industry Audit Guide 
Audits of Stock Life Insurance Companies. 
This SOP should be applied to audits of statutory financial statements for 
years ended on or after December 31, 1996. 
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Auditor's Reporting on 
Statutory Financial Statements 
of Insurance Enterprises 
Introduction and Background 
1. All states require domiciled insurance enterprises to submit to 
the state insurance commissioner an annual statement on forms devel-
oped by the National Association of Insurance Commissioners (NAIC). 
The states also require that audited statutory financial statements be 
provided as a supplement to the annual statements. Currently, statu-
tory financial statements are prepared using accounting principles and 
practices "prescribed or permitted by the insurance department of the 
state of domicile," referred to in this Statement of Position (SOP) as 
prescribed-or-permitted statutory accounting. 
2. The NAIC is in the process of codifying statutory accounting prac-
tices for certain insurance enterprises. When the NAIC completes the 
codification of statutory accounting practices (the codification), it is 
expected that the states will require that statutory financial statements be 
prepared using accounting practices "prescribed in the NAIC's Account-
ing Practices and Procedures Manual," referred to in this SOP as NAIC-
codified statutory accounting. 
3. This SOP is intended to apply to audits of statutory financial state-
ments pre- and post-codification. The term statutory basis of accounting 
is used in this SOP to refer to whatever is accepted as the statutory basis 
of accounting; currently, that is prescribed-or-permitted statutory 
accounting. When codification is complete, it is expected that the statu-
tory basis of accounting will be NAIC-codified statutory accounting. 
Prescribed-or-Permitted Statutory Accounting 
4. Prescribed statutory accounting practices currently are included in 
state laws, regulations, and general administrative rules applicable to all 
insurance enterprises domiciled in a particular state; the NAIC Annual 
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Statement Instructions; the NAIC Accounting Practices and Procedures 
Manuals; the Securities Valuation Manual (published by the NAIC Secu-
rities Valuation Office); NAIC official proceedings; and the NAIC 
Examiners' Handbook. 
5. Permitted statutory accounting practices include practices not 
prescribed in the sources described in paragraph 4, above, but allowed by 
the domiciliary state insurance department. Insurance enterprises may 
request permission from the domiciliary state insurance department to 
use a specific accounting practice in the preparation of the enterprises' 
statutory financial statements (a) when it wishes to depart from the pre-
scribed statutory accounting practices, or (b) when prescribed statutory 
accounting practices do not address the accounting for the transaction(s). 
NAIC-Codified Statutory Accounting 
6. The NAIC undertook the project to codify statutory accounting 
practices because the current prescribed-or-permitted statutory account-
ing model results in practices that may vary widely — not only from state 
to state, but for insurance enterprises within a state. The codification is 
expected to result in a hierarchy of statutory accounting practices that will 
provide a comprehensive basis of accounting that can be applied consis-
tently to all insurance enterprises. Current statutory accounting practices 
are considered an other comprehensive basis of accounting (OCBOA) 
under Statement on Auditing Standards (SAS) No. 62, Special Reports 
(AICPA, Professional Standards, vol. 1, AU sec. 623). When codification 
is complete, it is anticipated that a statutory basis of accounting for insur-
ance enterprises other than NAIC-codified statutory accounting will be 
considered neither generally accepted accounting principles (GAAP) 
nor OCBOA.1 SAS No. 62, paragraphs 27 to 30 (AU sec. 623.27-623.30), 
provides guidance on reporting on financial statements prepared on a 
basis of accounting prescribed in an agreement that results in a presenta-
tion that is not in conformity with GAAP or OCBOA. That guidance is 
for financial statements prepared in accordance with an agreement (for 
example, a loan agreement) and that form of report should not be used 
for statutory financial statements of insurance enterprises. 
1 When the codification is complete, certain amendments to SAS No. 62 would be required. 
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Other Relevant AICPA Pronouncements 
7. During 1994, the AICPA issued the following two pronounce-
ments that address statutory accounting practices and statutory financial 
statements. 
a. SOP 94-1, Inquiries of State Insurance Regulators, requires, for 
each audit, auditors to obtain sufficient competent evidential 
matter to corroborate managements assertion that permitted 
statutory accounting practices that are material to an insurance 
enterprises financial statements are permitted by the insurance 
department of the state of domicile. 
b. SOP 94-5, Disclosures of Certain Matters in the Financial State-
ments of Insurance Enterprises, requires insurance enterprises to 
disclose information about permitted statutory accounting prac-
tices in their financial statements. 
Applicability 
8. This SOP applies to all audits of statutory financial statements of 
insurance enterprises that file financial statements with state insurance 
departments, including stock and mutual insurance enterprises. Insur-
ance enterprises that prepare statutory financial statements include life 
and health insurance enterprises, property and casualty insurance enter-
prises, title insurance enterprises, mortgage guaranty insurance 
enterprises, assessment enterprises, fraternal benefit societies, reciprocal 
or interinsurance exchanges, pools, syndicates, captive insurance compa-
nies, financial guaranty insurance enterprises, health maintenance 
organizations, and hospital, medical and dental service or indemnity 
corporations. 
9. This SOP supersedes SOP 90-10, Reports on Audited Financial 
Statements of Property and Liability Insurance Companies. It also 
amends the AICPA Audit and Accounting Guide Audits of Property and 
Liability Insurance Companies and the AICPA Industry Audit Guide 
Audits of Stock Life Insurance Companies.2 
2 The AICPA is revising the Audit and Accounting Guide Audits of Life and Health Insurance 
Entities, which will incorporate this SOP. 
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Conclusions 
Superseding Statement of Position 90-10, Reports on Audited 
Financial Statements of Property and Liability 
Insurance Companies 
10. Auditors should not issue reports on statutory financial state-
ments as to fair presentation in conformity with the statutory basis of 
accounting that include a disclaimer of opinion as to fair presentation in 
conformity with GAAP. 
General Distribution Reports 
11. Under SAS No. 62, if an insurance enterprises statutory finan-
cial statements are intended for distribution other than for filing with 
the insurance departments to whose jurisdiction the insurance enter-
prise is subject, the auditor of those statements should use the general 
distribution form of report for financial statements that lack con-
formity with GAAP. Paragraph .04 in the AU section entitled "Lack of 
Conformity With Generally Accepted Accounting Principles" (AICPA, 
Professional Standards, vol. 1, AU sec. 544), requires the auditor to 
use the standard form of report described in SAS No. 58, Reports 
on Audited Financial Statements (AICPA, Professional Standards, 
vol. 1, AU sec. 508), modified as appropriate because of departures 
from GAAP. 
12. Although it may not be practicable to determine the amount of 
difference between GAAP and the statutory basis of accounting, the 
nature of the differences is known. The differences generally exist in sig-
nificant financial statement items, and are believed to be material and 
pervasive to most insurance enterprises' financial statements. Therefore, 
there is a rebuttable presumption that the differences between GAAP 
and the statutory basis of accounting are material and pervasive. There-
fore, auditors should express an adverse opinion with respect to 
conformity with GAAP (refer to AU sec. 508.67), unless the auditor 
determines the differences between GAAP and the statutory basis of 
accounting are not material and pervasive. 
13. SAS No. 58 (see AU sec. 508.68-.69) requires an auditor, when 
expressing an adverse opinion, to disclose in a separate explanatory para-
graph(s) preceding the opinion paragraph in his or her report (a) all of 
the substantive reasons for the adverse opinion, and (b) the principal 
effects of the subject matter of the adverse opinion on financial position, 
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results of operations, and cash flows, if practicable.3 If the effects are not 
reasonably determinable, the report should so state, and also should state 
that the differences are presumed to be material. Furthermore, the notes 
to the statutory financial statements should discuss the statutory basis of 
accounting and describe how that basis differs from GAAP. 
14. After expressing an adverse or qualified opinion on the statutory 
financial statements as to conformity with GAAP, auditors may express an 
opinion on whether the statutory financial statements are presented in 
conformity with the statutory basis of accounting under AU sec. 544. If, 
as anticipated, NAIC-codified statutory accounting becomes the statu-
tory basis of accounting, an accounting practice that departs from that 
basis of accounting, regardless of whether required by state law or per-
mitted by state regulators, would be considered an exception to the 
statutory basis of accounting. Accordingly, if such departures are mate-
rial, the auditors should express a qualified or adverse opinion on the 
statutory financial statements just as they would under SAS No. 58 
regarding conformity with GAAP.4 
15. Following is an illustration of an independent auditors report on 
the general distribution statutory financial statements of an insurance 
enterprise prepared in conformity with prescribed-or-permitted statutory 
accounting practices, which contains an adverse opinion as to conformity 
with GAAP, and an unqualified opinion as to conformity with the statu-
tory basis of accounting. In this illustrative report, it is assumed that the 
effects on the statutory financial statements of the differences between 
GAAP and the statutory basis of accounting are not reasonably 
determinable. 
Independent Auditor's Report 
To the Board of Directors 
ABC Insurance Company 
We have audited the accompanying statutory statements of admitted assets, 
liabilities, and surplus of ABC Insurance Company as of December 31, 
3 AU sec. 431, "Adequacy of Disclosure in the Financial Statements," defines practicable as "the 
information is reasonably obtainable from management's accounts and records and that providing 
the information in his report does not require the auditor to assume the position of a preparer of 
financial information." For example, if the information can be obtained from the accounts and 
records without the auditor substantially increasing the effort that would normally be required to 
complete the audit, the information should be presented in the auditor's report. 
4 See footnote 1. 
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19X2 and 19X1, and the related statutory statements of income and 
changes in surplus, and cash flow for the years then ended. These financial 
statements are the responsibility of the Company's management. Our 
responsibility is to express an opinion on these financial statements based 
on our audits. 
We conducted our audits in accordance with generally accepted auditing 
standards. Those standards require that we plan and perform the audits to 
obtain reasonable assurance about whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial state-
ments. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audits provide a rea-
sonable basis for our opinion. 
As described more fully in Note X to the financial statements, the Com-
pany prepared these financial statements using accounting practices pre-
scribed or permitted by the Insurance Department of the State of [state of 
domicile],5 which practices differ from generally accepted accounting prin-
ciples. The effects on the financial statements of the variances between the 
statutory basis of accounting and generally accepted accounting principles, 
although not reasonably determinable, are presumed to be material. 
In our opinion, because of the effects of the matter discussed in the pre-
ceding paragraph, the financial statements referred to above do not present 
fairly, in conformity with generally accepted accounting principles, the 
financial position of ABC Insurance Company as of December 31, 19X2 
and 19X1, or the results of its operations or its cash flows for the years then 
ended. 
In our opinion, the financial statements referred to above present fairly, in 
all material respects, the admitted assets, liabilities, and surplus of ABC 
Insurance Company as of December 31, 19X2 and 19X1, and the results of 
its operations and its cash flow for the years then ended, on the basis of 
accounting described in Note X. 
5 If, as anticipated, NAIC-codified statutory accounting becomes the statutory basis of accounting, 
this paragraph should be modified to state that the company prepared the financial statements 
using accounting practices "prescribed by the NAIC's Accounting Practices and Procedures 
Manual," or other appropriate language. 
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Limited Distribution Reports 
16. Prescribed-or-permitted statutory accounting for insurance 
enterprises currently is considered an OCBOA as described in SAS No. 
62. If an insurance enterprise's statutory financial statements are intended 
solely for filing with state insurance departments to whose jurisdiction the 
insurance enterprise is subject, the auditor may use the form of report for 
financial statements prepared in accordance with a comprehensive basis 
of accounting other than GAAP. Paragraph .05f of SAS No. 62 (AU sec. 
623.05f) recognizes that such reporting is appropriate even though the 
auditor's report may be made a matter of public record. However, that 
paragraph further states that limited distribution reports may be used 
only if the financial statements and report are intended solely for filing 
with the regulatory agencies to whose jurisdiction the insurance enter-
prise is subject. The auditors report should contain a statement that there 
is a restriction on distribution of the statutory financial statements to those 
within the insurance enterprise and for filing with the state insurance 
departments to whose jurisdiction the insurance enterprise is subject. 
17. Although auditing standards do not prohibit an auditor from issu-
ing limited distribution and general distribution reports on the same 
statutory financial statements of an insurance enterprise, it is preferable 
to issue only one of those types of reports. Few, if any, insurance enter-
prises that do not prepare financial statements in accordance with GAAP 
will be able to fulfill all of their reporting obligations with limited distri-
bution statutory financial statements. 
18. Following is an illustration, adapted from paragraph 8 of SAS 
No. 62 (AU sec. 623.08), of an unqualified auditors report on limited dis-
tribution statutory financial statements prepared in conformity with 
prescribed-or-permitted statutory accounting practices. 
Independent Auditor's Report 
To the Board of Directors 
XYZ Insurance Company 
We have audited the accompanying statutory statements of admitted assets, 
liabilities, and surplus of XYZ Insurance Company as of December 31, 
19X2 and 19X1, and the related statutory statements of income and 
changes in surplus, and cash flow, for the years then ended. These financial 
statements are the responsibility of the Company's management. Our 
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responsibility is to express an opinion on these financial statements based 
on our audits. 
We conducted our audits in accordance with generally accepted auditing 
standards. Those standards require that we plan and perform the audits to 
obtain reasonable assurance about whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial state-
ments. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audits provide a rea-
sonable basis for our opinion. 
As described more fully in Note X to the financial statements, these finan-
cial statements were prepared in conformity with accounting practices pre-
scribed or permitted by the Insurance Department of the State of [state of 
domicile],6 which is a comprehensive basis of accounting other than gener-
ally accepted accounting principles. 
In our opinion, the financial statements referred to above present fairly, in 
all material respects, the admitted assets, liabilities, and surplus of XYZ 
Insurance Company as of December 31, 19X2 and 19X1, and the results of 
its operations and its cash flow for the years then ended, on the basis of 
accounting described in Note X. 
This report is intended solely for the information and use of the board of 
directors and the management of XYZ Insurance Company and for filing 
with state insurance departments to whose jurisdiction the Company is 
subject and should not be used for any other purpose. 
19. In accordance with paragraph 10 of SAS No. 62, the notes 
accompanying an insurance enterprise's statutory financial statements 
should contain a summary of significant accounting policies that discusses 
the statutory basis of accounting and describes how the basis differs from 
GAAP. However, the effects of the differences need not be quantified. 
6 If, as anticipated, NAIC-codified statutory accounting becomes the statutory basis of account-
ing, this paragraph should be modified to state that the company prepared the financial state-
ments using accounting practices "prescribed by the NAIC's Accounting Practices and 
Procedures Manual," or other appropriate language. 
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General and Limited Distribution Reports 
20. The auditor should consider the need for an explanatory para-
graph (or other explanatory language) under the circumstances described 
in paragraph 11 of SAS No. 58 (AU sec. 508.11) and paragraph 31 of SAS 
No. 62 (AU sec. 623.31) regardless of any of the following: 
a. The type of report — general or limited distribution 
b. The opinion expressed—unqualified, qualified, or adverse 
c. Whether the auditor is reporting as to conformity with GAAP or 
conformity with the statutory basis of accounting 
For example, in a general distribution report, an auditor may express an 
adverse opinion as to conformity with GAAP and an unqualified opinion 
as to conformity with the statutory basis of accounting, and also conclude 
there is a need to add an explanatory paragraph regarding substantial 
doubt about the insurance enterprise's ability to continue as a going con-
cern; such paragraph should follow both opinion paragraphs. 
21. As discussed in paragraph 37 of SAS No. 58 (AU sec. 508.37) and 
paragraph 31 of SAS No. 62 (AU sec. 623.31), in a separate paragraph of 
the auditor's report, the auditor may wish to emphasize a matter. When 
an insurance enterprise prepares its financial statements using account-
ing practices prescribed or permitted by the insurance department of the 
state of domicile and has significant transactions that it reports using per-
mitted accounting practices that materially affect the insurance 
enterprise's statutory capital,7 the auditor is strongly encouraged to 
include an emphasis-of-a-matter paragraph in the report describing the 
permitted practices and their effects on statutory capital. 
22. An example of an emphasis-of-a-matter paragraph follows: 
As discussed in Note X to the financial statements, the Company received 
permission from the Insurance Department of the [state of domicile] in 
19XX to write up its property to appraised value; under prescribed statu-
tory accounting practices property is carried at depreciated cost. As of 
7 If, as anticipated, NAIC-codified statutory accounting replaces the prescribed or permitted statu-
tory basis of accounting, such permitted practices would be considered departures from the 
statutory basis of accounting. 
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December 31, 19X5, that permitted accounting practice increased statu-
tory surplus by $XX million over what it would have been" had the 
prescribed accounting practices been followed. 
Mutual Life Insurance Enterprises 
23. In April 1993, the Financial Accounting Standards Board 
(FASB) issued Interpretation No. 40, Applicability of Generally Accepted 
Accounting Principles to Mutual Life Insurance and Other Enterprises, 
which concludes that mutual life insurance enterprises can no longer 
issue statutory financial statements that are described as "in conformity 
with generally accepted accounting principles." Interpretation No. 40, as 
amended by FASB Statement of Financial Accounting Standards No. 
120, Accounting and Reporting by Mutual Life Insurance Enterprises 
and by Insurance Enterprises for Certain Long-Duration Participating 
Contracts, is effective for financial statements issued for fiscal years 
beginning after December 15, 1995. (FASB Statement No. 120 does not 
change the disclosure and other transition provisions of Interpretation 
No. 40.) For statutory financial statements of mutual life insurance enter-
prises issued before that effective date, auditors may report on the 
statutory financial statements as being in conformity with generally 
accepted accounting principles. 
Effective Date 
24. This SOP should be applied to audits of statutory financial 
statements for years ended on or after December 31, 1996. 
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